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With globalization, there has been a liberalization of 
markets, privatization and a reduction in the role of 
governments. So why are some state-supported firms 
so successful in the current international environment? 
In this issue, we look at what shapes the success of 
state-supported firms in a globalized setting: a 
country’s policies or a firm’s strategies? 
 
Governing the market in a globalizing era: 
Developmental states, global production 
networks and inter-firm dynamics in East 
Asia1 
By Teresa Nah 
 
In East Asian countries like South Korea, Taiwan and 
Singapore, the state has played a significant role in 
shaping the economy and governing the market when 
markets were still domestic in nature. The state 
identifies focus areas and develops policies and 
financial support to help firms in these industries. 
Market protection, technology transfers, subsidies, 
incentives and export promotion are some of the ways 
in which the state encourages the involvement of firms 
in national goals for industrialization. The state may 
also invest directly and take up ownership of domestic 
firms. 
 
The success of many state-supported firms, known 
generally as “national champions”, may be attributed to 
a state’s initial plans for industrialization and economic 
development. There is no doubt that many state-
supported firms continue to rely on the state’s 
intervention and industrialization program because of 
the firms’ dependency on the state’s industrial policy 
and support during the emergence of globalization. 
However, as a result of changes on the national level, 
such as internal political disorder, changes in 
government and markets, and the ability of these firms 
to acquire production capabilities for export as well as 
knowledge and technology, state support can no 
longer be the sole reason for the success of these 
firms in a globalized environment. 
 

                                                 
1 Henry Wai-chung Yeung (2013): “Governing the market in 
a globalizing era: Developmental states, global production 
networks and inter-firm dynamics in East Asia.” Review of 
International Political Economy. DOI: 
10.1080/09692290.2012.756415 
 
 

With the business environment becoming increasingly 
international, some leading firms have become 
transnational with controls and production 
management in at least two countries, developing a 
global production network. These cross-border 
activities have caused a shift in production and 
manufacturing which result in changing patterns of 
income and the creation of a globally dispersed value 
chain with greater interconnectedness in the global 
economy.  
 
Opportunities arise for state-supported firms to 
integrate and tap into leading firms’ global production 
networks when these leading firms reorganise their 
activities and seek out international partners for 
greater specialisation in production in order to have a 
competitive advantage in the globally dispersed value 
chain. Falling dependency on the state’s policy and 
control together with transnational lead firms having 
globally dispersed value chains have caused national 
firms to revamp their organisation’s direction to 
become business partners with leading firms. They 
have tapped into leading firms’ global networks and 
integrated into their value chains for businesses 
development. 
 
Taiwan’s Hon Hai’s electronics manufacturing services 
work with Apple Inc. is given as an example of a 
situation where a firm does not follow state policy and 
control but made its own strategic decision to partner 
with Apple and use Apple’s global network for its own 
business development, becoming a USD 100 billion 
company.  
 
The state has been able to lead the market and 
transform industries through its policy making because 
of its bureaucratic control and firms’ reliance on the 
state for support. With globalization, these national 
firms have moved away from state-led initiatives and 
become less dependent on the state’s intervention. 
Firms have developed business relationships with 
leading firms and become integrated with leading 
firms’ global networks. Therefore, it can be concluded 
that while the success of state-supported firms had 
depended on the state’s policy at the initial stages of 
globalization, now it is the firm’s strategies that 
contribute to their success in a globalized environment. 
 
The full paper is attached. 
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ABSTRACT


This paper focuses on the changing governance of economic development
in a globalizing era in relation to the dynamics of global value chains and
global production networks. Based on recent development in such East Asian
economies as South Korea, Taiwan and Singapore, I examine how, since
the 1990s, the embedded relation between one variant of state institutions,
known as the developmental state, and national firms, well integrated into
global chains and networks spanning different territories and regions, has
evolved. Because of the deepening strategic coupling of these national firms
with lead firms in global industries, the developmental state’s attempt to
govern the market and to steer industrial transformation through direct pol-
icy interventions has become increasingly difficult and problematic. Through
this process of strategic coupling, national firms have been gradually disem-
bedded from state apparatuses and re-embedded in different global produc-
tion networks that are governed by competitive inter-firm dynamics. While
the state in these East Asian economies has actively repositioned its role in
this changing governance, it can no longer be conceived as the dominant
actor in steering domestic firms and industrial transformation. The develop-
mental trajectory of these national economies becomes equally, if not more,
dependent on the successful articulation of their domestic firms in global
production networks spearheaded by lead firms. In short, inter-firm dynam-
ics in global production networks tend to trump state-led initiatives as one of
the most critical conditions for economic development. This paper theorizes
further this significant role of global value chains and global production
networks in the changing international political economy of development.
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REVIEW OF INTERNATIONAL POLITICAL ECONOMY


INTRODUCTION


After several decades of successful state-led industrialization, the three
East Asian ‘tiger’ economies of South Korea, Taiwan and Singapore have
produced a large number of highly competitive national firms in differ-
ent global industries. From their often humble origin as small-scale and
low-tech establishments, some of them have even emerged as the dom-
inant global players in their respective industries. By the early 2010s,
these multibillion-dollar East Asian firms had dwarfed their siblings in
the Global South and outpaced their competitors in advanced industrial-
ized economies. In 2011, South Korea’s Samsung Electronics had sales of
US$149 billion and market capitalization of US$118 billion.1 Hyundai Mo-
tor was about half of Samsung Electronics in sales and one-third in market
capitalization. Taiwan’s largest provider of electronics manufacturing ser-
vices, Hon Hai Precision (known as Foxconn Technology in China), had
sales of US$117 billion and market capitalization of US$37 billion, whereas
Quanta Computer, Acer Inc. and Taiwan Semiconductor Manufacturing
(TSMC) achieved, respectively, sales of US$37 billion, US$16 billion and
US$14 billion. These four Taiwanese firms are global market leaders in con-
tract manufacturing, brand name computers and semiconductor foundry
services. Singapore’s two world-leading offshore oil-rig builders, Keppel
Corp. and Sembcorp Industries, had sales of US$8.2 billion and US$7.4
billion, respectively. Given their relatively small domestic markets, these
leading East Asian firms have succeeded in today’s global industries, not
just in terms of their enormous size measured in sales or assets in their
home economies, but, more importantly, they have become world leaders
in their respective market segments and industries that are highly globalized
today.


For over two decades in the political economy studies of development,
this anomaly of globally dominant firms emerging from relatively modest
latecomer economies in East Asia has been accounted for by a particular
variant of state institutions – the developmental state. Widely considered
a necessary factor for understanding industrial transformation in these
East Asian economies, the strategic role of the developmental state seems
to have fallen short of accounting for the unprecedented success of the
above leading East Asian firms in today’s highly globalized industries,
such as information and communications technology (ICT), automobiles
and shipbuilding. This explanatory anomaly is attributed primarily to the
central analytical focus of these earlier studies of East Asian development
on state capacity and their variations across different political economies.
In this enormous literature, state types and capacities, as an independent
variable, are used to explain the pace and pattern of industrialization and,
more broadly, economic development (e.g., Amsden, 1989; Wade, 1990;
Evans, 1995; Kohli, 2004). In the earlier historical periods of this model of
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YEUNG: GOVERNING THE MARKET IN A GLOBALIZING ERA


state-led development, the growth and evolution of domestic firms tends
to be viewed as outcomes of state action in selecting ‘national champions’
and focusing on export-oriented industries. Hobday (2001: 25) is quite
right to argue that ‘because of the dominance of this debate, there are
few studies which derive “bottom-up” policy conclusions from firm-level
studies. The activities and strategies of firms in engaging with international
production networks cannot be properly accounted for within theories of
the developmental state, as latecomer firm behaviour tends to be treated
(usually implicitly) as an automatic response to policy and economic cir-
cumstances, rather than as a shaping influence in its own right.’ By the
same token, the more recent and successful articulation of these national
firms into global production networks spearheaded by global lead firms
is still commonly viewed from this statist perspective.2 These ‘revisionist’
scholars argue that state initiatives such as active industrial policy and
financial support have enabled these national champions to venture into
and compete successfully in the global economy. Even though the state in
these three East Asian economies has been undergoing significant struc-
tural and institutional transformations at the same time, these neo-statist
scholars continue to argue for the significant or even central role of the
developmental state in governing the market in today’s globalizing world
economy.


This statist approach to the globalization of East Asian firms and their
home economies, however, has underestimated the complex and dynamic
evolutionary nature of state-firm relations within the changing context of
economic globalization.3 In this conceptual paper, I aim to demonstrate
how the emergence of globally significant East Asian firms cannot be
explained solely by state-led initiatives; rather, we need to pay as much
analytical attention to the dynamic process through which these East Asian
firms articulate into global production networks, defined as an inter-firm
organizational nexus of interconnected functions and operations through
which goods and services are produced, distributed and consumed in dif-
ferent territories and regions in the global economy. Here, I develop the
concept of ‘strategic coupling’ to argue for a firm-oriented approach as a re-
vision to the dominant state-centric view of industrial transformation and
economic development in these East Asian economies. By using the word
‘strategic’, I afford greater analytical significance to firm-specific strate-
gies in explaining evolutionary state-firm relations and industrial trans-
formation in these economies. In using ‘coupling’, I refer to the dynamic
processes through which national firms decouple partially or completely
from their domestic political-economic structures – developmental states
or otherwise – over time and re-couple with lead firms in global production
networks. This analytical approach, broadly known as the global produc-
tion networks framework, is particularly germane in the recent literature in
international political economy.4 It calls for a revision of the developmental
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REVIEW OF INTERNATIONAL POLITICAL ECONOMY


state thesis and the consideration of more independent variables that in-
corporate both micro-firm-specific activities and macro-political economy
(as in the developmental state approach). Adding to this micro-macro link
is the changing context of the global economy – the emergence of new
forms of economic organization and governance such as global produc-
tion networks and global value chains. This paper thus echoes Gereffi’s
(2013) call for acknowledging multiple governance structures – interna-
tional and domestic, public and private, network-based and civic – that
link together different territories and economies of the global economy.


As a contribution to the growing literature on the international political
economy of development, I argue for placing at the centre of our anal-
ysis of industrial transformation these new inter-firm dynamics among
domestic firms and lead firms in global production networks. In her more
recent book, the late Alice Amsden (2007: 153) seemed to have recognized
the importance of these East Asian national firms in the global economy,
although she did not recast her developmental state ideas to accommodate
this new phenomenon:


National firms in Asia grew brick by brick, machinery supplier by
machinery supplier, subsidy by subsidy, entrepreneurial decision by
entrepreneurial decision. The creation of professionally managed,
family-owned firms, with an entrepreneurial dynamo on top, was
probably the hardest step to make in modern economic development,
and became the joint effort between business and government. Only
with nationally owned firms was globalization possible in the form
of outward foreign investment. Thus were born fresh competitors for
the multinational Cadillacs of this world.


My argument is situated in the changing governance of economic de-
velopment since the 1990s in these East Asian economies. Because of the
deepening strategic coupling of these national firms with lead firms in
global production networks, the developmental state’s attempt to govern
the market and to steer industrial transformation through direct policy
interventions has become increasingly difficult and problematic. This pro-
cess of strategic coupling has led to an evolutionary change in state-firm
relations from one of structural dependence in the early phase of industri-
alization to increasing autonomy and independence in recent decades, as
these national firms participate actively in globalization through their firm-
specific integration into different global production networks. Here, I see
globalization as a set of tendencies providing ‘external shocks’ in the selec-
tion environment that compels states and firms to reposition themselves,
not just internally within their domestic political economies, but, more im-
portantly, also externally in the much more open and competitive global
economy of the 21st century. In their reassessment of the developmental
state theory, Underhill and Zhang (2005: 53) have indeed anticipated this
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YEUNG: GOVERNING THE MARKET IN A GLOBALIZING ERA


dynamic shift and linked the rise of East Asian firms to the changing
selection environment in an era of globalization:


The 1980s and 1990s witnessed dramatic changes in the state-market
ensemble of industrial governance in East Asia. The sustained pro-
cess of economic transformation increased the weight of private busi-
ness in aggregate economic activity. In parallel with their increased
structural power, private-sector actors were able to enhance their
organizational resources and effectively employ these resources for
economic and political purposes. The increasing integration of the
national economy with the international financial and trade systems
only served to reinforce the position of private industrialists as cru-
cial economic agents and deepened the dependence of the state upon
them for national development in an era of globalization.


One important caveat is necessary here. My argument for the evolution-
ary state-firm relations in these East Asian economies does not imply a
zero-sum relationship in which state power declines because of the rise of
national firms. Instead, I argue that the strategic coupling of these national
firms in global production networks cannot be exclusively explained by
state power. Coincidentally, during this same historical period of strategic
coupling, starting in the late 1980s, the developmental state itself under-
went significant political transformations that led to its relative decline in
internal cohesiveness and bureaucratic rationality. The two processes have
occurred concurrently, but due to different dynamics at work: strategic
coupling of national firms in relation to changing inter-firm dynamics in
global production networks, and transformation in state roles in response
to domestic political and economic liberalization. While the state in these
East Asian economies has actively repositioned its role in this changing
governance, it can no longer be conceived as the dominant actor in steer-
ing domestic industrial transformation. The developmental trajectory of
these national economies becomes equally, if not more, dependent on the
successful articulation of their domestic firms in global production net-
works spearheaded by lead firms. In short, inter-firm dynamics in global
production networks tend to trump state-led initiatives as one of the most
critical conditions for economic development.5


The paper is organized into five sections. The next section revisits the
developmental state debate in order to situate East Asian development
historically within the changing dynamics of economic globalization. This
brief critical review points to the historical specificity in which the embed-
dedness of East Asian firms in their home states should be understood.
In other words, the embedded state-firm relations in East Asia should
be viewed as a historical construct, rather than a permanent fixture; it
is, therefore, subject to change and adjustments in an era of accelerated
globalization. The next two sections proceed with a theoretically informed
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REVIEW OF INTERNATIONAL POLITICAL ECONOMY


analysis of the changing dynamics of globalization through which East
Asian firms have emerged to become dominant players in global indus-
tries. Beginning with a re-evaluation of Evans’ (1995) concept of ‘embedded
autonomy’, section three explains the gradual unravelling of the state-led
model of industrialization since the late 1980s in the three economies.
The penultimate section draws important insights from the global pro-
duction networks perspective to analyse the strategic disembedding of
East Asian firms from state governance and their re-embedding processes
in inter-firm dynamics. Some important implications for industrial policy
and economic governance are offered in the concluding section.


GOVERNING THE MARKET: THE DEVELOPMENTAL
STATE REVISITED


In many ways, the meteoric rise of many East Asian firms described at
the beginning of this paper would not have happened without the devel-
opmental state – some of them such as TSMC, Keppel and Sembcorp
were former state-owned enterprises that were the cornerstone of the
developmental state’s industrialization programme. Revisiting develop-
mental state literature, therefore, enables a more historically grounded
understanding of the rise of these national firms. It also prevents us from
suffering from what Woo-Cumings (1999a: 2–3) calls the ‘presentism of
social science accounts and the prescriptive, future-oriented nature of pol-
icy studies . . . [that] tended to peak when Japan and other East Asian
economies did well, and then to fall when they were perceived to have
slid into the doldrums – as in the early 1990s or in the aftermath of the
“financial crisis” of 1997–98. In other words, a nasty case of attention
deficit disorder has plagued a coherent account that would link past with
present, yielding a lamentable misunderstanding of what the whole en-
terprise of the “developmental state” was about.’6 Based on the successful
experience of the state in guiding economic development in Japan and,
later, South Korea, Taiwan and Singapore, leading proponents of the de-
velopmental state such as Johnson (1982, 1995), Deyo (1987), White (1988),
Amsden (1989, 2001), Haggard (1990), Wade (1990), Woo (1991), Evans
(1995), Woo-Cumings (1999b) and Kohli (2004) have consistently argued
that deliberate state interventions via active industrial policy and selec-
tive financial allocation have enabled ‘national champions’ to overcome
their latecomer disadvantages and to achieve economies of scale in do-
mestic and international competition. Instead of pursuing market-based
price mechanisms, the developmental state has intentionally distorted the
market by, as Amsden (1989: 13–4, 2007: 87) famously termed it, ‘getting
the prices wrong’ through its highly selective industrial and financial poli-
cies. In this sense, the developmental state can be seen as ‘governing the
market’ (Wade, 1990). With hindsight, this statist approach has provided
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YEUNG: GOVERNING THE MARKET IN A GLOBALIZING ERA


very important insights into the unique pathways to industrialization and
economic growth in East Asian economies; it has adequately explained
the institutional legacies of some leading East Asian firms. This intellec-
tual achievement is particularly notable in light of the dominance of the
neoclassical and dependency schools of economic development prior to
the onset of the developmental state theory in the early 1980s (see a recent
review in Stubbs, 2009; Hayashi, 2010).


Given these well-known attributes of the developmental state in Japan
and the three East Asian ‘tiger’ economies, how then did the develop-
mental state go about steering economic development and governing the
market? One of the most powerful policy instruments of the developmen-
tal state must be its highly interventionist and yet controversial industrial
policy – the deliberate choice of developing specific industries initially
via import-substitution programmes and later through export promotion.
This blunt policy instrument was widely practised in Japan and all three
East Asian economies against the then prevailing economic orthodoxy of
market liberalization and price-based competition. If anything, the devel-
opmental state deliberately ‘got the prices wrong’ by offering cheap credit
and other subsidies and incentives to induce private entrepreneurs to
participate in this state-led industrialization programme. In return, these
entrepreneurs were subject to very stringent performance and standards
monitoring by state agencies. Amsden (1989: 94, also 2001) thus argues that
‘[w]hat lay behind successful postwar industrialization was a monitored
system of controls on subsidies. Neither import substitution nor export-
led growth was a free-for-all. In many cases, especially that of Korea and
Taiwan, exporting was made a condition for domestic protection.’ If these
entrepreneurs were not forthcoming or capable enough, the state took on
the role of entrepreneur and readily stepped in to establish state-owned
enterprises that subsequently socialized the market or the industry in the
hands of the public sector.


Now that we know a great deal more about the central role of the de-
velopmental state in governing the market and industrialization in these
East Asian economies during much of the 1960s–1980s period, does the
developmental state theory inform us much about the increasingly com-
plex articulation of these national economies into the global economy since
the late 1980s and the early 1990s, when economic globalization began to
take shape in East Asia? The answer to this question is an important one
because there are two interrelated issues at stake here – one concerning
the epistemology of state-centrism and the other relating to the empirical
realm of changing state-firm relations. First, the primacy of the state as
the analytical lens in the developmental state theory has compelled most
scholars in this genre to focus almost exclusively on the domestic nature
of state-firm relations. In this theory, private and public firms are analyti-
cally important only insofar as they matter to the state’s grand strategy of
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industrialization and economic growth; the former has, therefore, be-
come the latter’s ‘objects of desire’, very much akin to the pawns (firms)
in the hands of skilful grandmasters (states) vying for world chess
championships.7 As argued by Boyd and Ngo (2005: 9), this state-centric
approach to East Asian industrialization has put too much analytical
weight on the state as an independent variable explaining economic
growth, the dependent variable. The capitalist firm has mostly dropped
out of the analytical theorem of the developmental state. Reflecting on
his 1990 classic, Governing the Market, Wade (2003: xvii) wrote in the pa-
perback edition, ‘Missing, though, is analysis of the external economies of
human capital that are a major source of increasing returns to production in
Taiwan and other East Asian countries – microanalysis of firm capabilities
and corporate governance, and mesoanalysis of interfirm input-output
networks, factor markets, and tacit knowledge.’ In fact, this auto-critique
can also be found in his earlier work with White (1988).


What none of the chapters on Taiwan and South Korea say much
about is the basis of state power, the way it is organized and the
micro principles based on which officials make allocation decisions.
Still less do they talk about the organizational arrangements that
coordinate activities within business firms, and those that link them
to government. These are exceedingly important questions (White
and Wade, 1988: 12).


I argue that it is precisely these missing micro- and meso-elements of na-
tional firms and their production networks that have since the 1990s come
to the forefront of evolutionary change in the development trajectories of
East Asian economies. This dynamic change requires a revision to and a re-
orientation of the developmental state approach – a revision of its claim of
strong state influence on national firms and a reorientation of its analytical
focus away from state policies and capacities to national firms and other
non-state institutions – known in Amsden’s (1989: 8–9, emphasis omitted)
work as ‘the agent of expansion in all late-industrializing countries’ below
the level of the state. To Berger and Lester (2005: xviii), this (re)focus on
firms as capitalist actors in the study of East Asian industrialization is
important:


. . . if we start from firms understood as actors with legacies built up
out of previous experiences and strongly shaped by the particular
societies in which they were born, if we conceive these legacies as
resources or lenses – resources for developing new strategies and
implementations, lenses for identifying familiar and new aspects of
problems and seeing novel options – then we are likely to discover a
far greater diversity in the behaviors of firms than any that we might
have deduced from their contexts.
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Second, if capitalist national firms are indeed important enough now
and should be more important in the study of the changing position of
these East Asian economies in the global economy today, we are immedi-
ately confronted with the thorny empirical issue of how these East Asian
firms relate to competitive dynamics in global industries. Is it still the de-
velopmental state at home and/or new inter-firm relations that are critical
to the articulation of these East Asian firms into global production net-
works? Before I attempt to unpack these changing dynamics of state-firm
relations, let me briefly probe further into the analysis of national firms in
the developmental state literature. While Johnson’s (1982) original contri-
bution focuses primarily on one particular state institution in Japan, the
Ministry of International Trade and Industry, the national firm does get
some attention from the subsequent protagonists of the theory. Cognizant
of the shop-floor level operationalization of state industrialization policies,
Amsden (1989: 112, italics in original) notes in her Asia’s Next Giant, ‘The
translation of high growth rates of output into high growth rates of pro-
ductivity depends on what happens inside the unit of production. Closing
the loop between growth and productivity, therefore, involves an analyt-
ical shift, a change in the center of gravity from the state to the other key
institution of industrialization, the firm.’ However, even if the capitalist
firm is sometimes counted and analysed in the developmental state lit-
erature, it tends to be read off from the state’s policy regimes. Amsden
(2001: 193, italics in original), thus, describes the essence of national firms
in the Global South, including those from the three East Asian economies,
as by-products of the developmental state:


National leaders in ‘the rest’, private or public, all shared one char-
acteristic: they tended to be a product of government promotion
(‘targeting’). In the case of the private leader, it tended to be either
an affiliate of a diversified business group with a history of government
patronage, or a ‘state spin-off ’.


To sum up, the developmental state theory can no longer fully account
for the dynamic articulation of East Asian economies into the global econ-
omy. Its excessive focus on state initiatives and capacities in early indus-
trialization has rendered itself ‘locked-into’ a conceptual path dependency
premised on seeing the economy and its key agents (firms) through the
state and its political choice. Its ability to provide insights into the rise of
East Asian firms in the global economy becomes handicapped by its ana-
lytical baggage of state-centrism. To Jayasuriya (2005: 386), this statist view
of East Asian development ‘now shows all the hallmarks of a degenerating
research programme that is no longer capable of setting out an interesting
or relevant agenda’. His view is echoed by Beeson (2006: 451), who ar-
gues that ‘the relative long-term decline of the state may be inevitable and
not a bad thing’. Similarly, O’Riain (2004: 27) argues for understanding
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the constitutive role of globalization in state-driven development because
‘under the globalization project, transnational firms, networks and flows
of money, information, and resources have deeply penetrated the most
successful localities and nations – the global is no longer a context for
developmental strategies but rather a constitutive element of them’.


FROM EMBEDDED AUTONOMY TO GLOBAL CHAINS
AND NETWORKS


With hindsight, it is clear that the developmental state literature has fo-
cused on the earlier historical period of late industrialization in East Asian
economies, when economic globalization was still in its embryonic phase
and industrial production in most sectors remained vertically integrated
within national boundaries. The then weak integration of these East Asian
economies into the emerging global economy allowed for large-scale state-
led development initiatives to induce private capital to enter into new
industries and to discipline their performance in export markets. In this
earlier period up to the late 1980s, the state was able to govern the market
by steering the developmental trajectory of national firms through market
protection, cheap credits and technology transfer. Economic governance
was about rapid catching up with advanced industrialized economies in
terms of export production volumes and technological knowhow. A de-
velopmental state can be most efficacious in this mode of industrial trans-
formation because of its capacity to provide the necessary capital and cen-
tralized industrial planning to effect collective action at the national level.


This state-led industrialization is necessarily predicated on the bureau-
cratic rationality and internal coherence of the state, without which the
state governance of collective action would not be possible and successful
industrial transformation would not occur. Put in a more conceptual way,
Evans (1995) argues that ‘embedded autonomy’ is a necessary condition
for the efficacy of the developmental state in carrying out its develop-
mental roles as either ‘midwifery’ or ‘husbandry’ of domestic industries.
To him, the state must enjoy some independence and autonomy from
the domestic élites, particularly those in business and industries, in or-
der for it to avoid rent-seeking behaviour by these élites and to exer-
cise its institutional capacity for promoting economic development. This
insulation of the state from economic actors and other interest groups,
however, needs to be grounded in an embedded relationship between the
autonomous state and domestic business élites because the former plans
its industrial policies in consultation with the latter and implements such
policies with the cooperation of the intended recipients. The success of
industrial transformation is, therefore, dependent on both autonomy and
capacity of state institutions such that embedded autonomy ‘provides the
underlying structural basis for successful state involvement in industrial
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transformation’ (Evans, 1995: 12). This structural conception of the devel-
opmental state can be quite static, as it does not really explain the dynamics
of bureaucratic rationality or consider the evolutionary relationships be-
tween the developmental state and national firms over time. In particular,
national firms are inadvertently conceived as passive actors in this struc-
turally determined state-market governance model.


Starting in the late 1980s, three important dynamics began to unravel
this state-led model of industrialization in the three East Asian economies.
As argued by Wong (2011: 95), ‘the state is increasingly incapable of di-
rectly shaping large firm behavior. By the 1990s, the balance of power and
the nature of the relationship between the state and industry had been
reversed, and the state no longer commanded industry as it had during
the postwar developmental stat period. The development state’s ability
to steer industry had waned.’ First, the state itself underwent significant
internal transformations since the early phase of industrialization. In the
1980s, South Korea and Taiwan experienced major political upheavals
and regime change. Democratization in the late 1980s began to loosen
the strong grip of the developmental state in steering domestic economic
governance. In South Korea, inter-agency conflicts and rivalries began to
reduce the internal cohesiveness of the developmental state and politi-
cal freedom led to reduced insulation of state bureaucrats from private
interests (Chibber, 2002; Kang, 2002). In the automobile sector, Ravenhill
(2003) shows evidence of the state’s failure to rationalize different chaebol
in the nascent industry between 1962 and the 1990s. In Taiwan, similar
factionalism and intrastate rivalry could be observed in the leading state
bureaucracy in charge of industrial planning and economic development
(Ngo, 2005; Chu, 2007; Greene, 2008). Wu (2005) argues that the penetration
of nationalist politics into the bureaucracy further subordinated economic
policies to political manoeuvre and economic policymaking agencies to
politicians, which, in turn, produced paralysing conflicts and reduced
dramatically bureaucratic independence and monitoring capabilities. In
Singapore, while the state achieved fairly consistent internal coherence
and bureaucratic rationality between the 1960s and the 1980s, a significant
challenge to its embedded autonomy was the rather unclear demarca-
tion of the boundary between the ruling party and the state bureaucracy,
and between the state and the private sector (Rodan, 1989; Hamilton-
Hart, 2000; Worthington, 2003). The domination of foreign investment in
Singapore’s industrialization also reduced the state’s autonomy in indus-
trial planning and policy implementation.


Second, the ‘market’ was transformed simultaneously with the advent
of late industrialization in these East Asian economies. At the beginning
of their industrialization during the 1960s, the domestic market did not re-
ally exist and the primordial goal of the developmental state was exports.
When import substitution was practised in South Korea and Taiwan, it
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targeted heavy and chemical industries that fed into the export-oriented
light industries. By the late 1980s, the successful development of these
industries led to the much greater integration of domestic industries into
global markets. At the same time, many of these industries experienced
vertical disintegration and production fragmentation on a global scale due
to rapid technological change and changing business strategies and organi-
zational processes (Piore and Sabel, 1984; Gereffi, 2005; Dicken, 2011). This
changing organization of industrial production represented an important
global shift through which national markets were increasingly integrated
into global production networks. In short, the very market that had been
governed by the developmental state was no longer confined to national
boundaries. Instead, these national markets were incorporated into dif-
ferent value chains and production networks coordinated by global lead
firms and spanning different national and regional economies.


The third dynamic, and most important in the context of this paper,
was the ‘graduation’ of national firms from the tutelage of the develop-
mental state. As key beneficiaries of state-led industrialization, these East
Asian firms had accumulated significant dynamic capabilities through
firm-specific assets and organizational processes such as learning from
production for exports, acquiring technologies in the international mar-
kets, building firm-specific capabilities through reverse ‘brain drain’ and
intensifying in-house R&D activity. The changing domestic and interna-
tional financial markets also allowed these national firms to gain much
better access to capital and thereby to cut the ‘umbilical cord’, as coined
by Woo (1991: 66), which had previously nurtured them. As these national
firms had benefited from favourable state policies, they grew rapidly in
the domestic economy and performed well in the export markets. Hav-
ing developed firm-specific dynamic capabilities, these East Asian firms
became less dependent on their developmental state ‘parents’.


Taken together, the developmental role of the state was challenged by
this market shift from domestic economies towards global production
networks. Governing the market in this globalizing era began to give
way to economic governance through inter-firm dynamics in these global
production networks. What does this evolutionary change leave us with
when it comes to understanding the international political economy of
East Asian development? The classic works on the developmental state
have not dealt with this question because of their primary focus on the
nurturing or directive role of the developmental state. But Evans (1995)
has anticipated this evolutionary change in relation to what he terms ‘the
new internationalization’. To him, economic globalization simultaneously
brings such significant windows of opportunity for domestic firms and
challenges the embedded autonomy of the developmental state:


The new internationalization clearly complicates the politics of state
involvement. Once enmeshed in alliances with transnational firms,
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local entrepreneurs no longer comprise a political constituency as
they did under the old greenhouses. Their interests are much less
clearly bound up with the growth of local demand and the enhance-
ment of local productive capacity. Getting some share of the pro-
prietary rents generated by their partner’s global technological and
marketing assets is increasingly important. Consequently, embed-
dedness is more problematic. At the same time, the political vacuum
that allowed early ‘guerrilla’ initiatives from inside the state has been
filled. Once local firms have established themselves, the sector is no
longer an empty space politically. The kind of autonomous action that
propelled the initial development of the sector is no longer possible.
What this analysis suggests, then, is that the new internationalization
places new demands on the state yet leaves it less politically able to
pursue transformative ends (Evans, 1995: 205–6).


In retrospect, Evans’ embedded autonomy seems to work well in the
three East Asian economies up to the late 1980s primarily due to the de-
velopmental state’s authoritarian control and weak social groups. Because
of their dependence on subsidies and incentives, domestic firms and state-
owned enterprises were often under the control of the developmental state
in these economies. Embedded autonomy was, therefore, conditional on
the weaknesses and inadequacies of domestic economic agents and so-
cial groups. My evolutionary perspective, however, points to changing
state-firm relations over time in response to new generative rules associ-
ated with intensified global economic integration and the reconfiguration
of developmental coalitions since the late 1980s. As argued forcefully by
Beeson (2006: 451), ‘once the development state has effectively done its job
and “caught up” with established industrial economies at the leading edge
of production and knowledge, it is far from clear that state planners are
any wiser about the course of future technological development than the
private sector. In other words, there are limits to what states can do, specific
circumstances in which planning development seems to be effective, and a
danger of entrenching a counterproductive institutional inertia where the
relationships between political and economic elites are inadequately mon-
itored and transparent, or where they linger on past their expiry dates.’
While such ‘institutional inertia’ might be less effective in steering the con-
tinual growth of East Asian firms since the late 1980s, what comes to their
rescue seems to be the even more complex and open organization of the
global economy on the basis of global production networks.


ECONOMIC GOVERNANCE THROUGH INTER-FIRM
DYNAMICS IN GLOBAL PRODUCTION NETWORKS


The above lacuna in the developmental state approach to explaining mar-
ket development after the initial phase of industrialization becomes more
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obvious because some of the most dynamic and export-oriented busi-
ness firms from these East Asian economies are newly developed through
strong external linkages with lead firms in global production networks.
While they might have benefited indirectly from the earlier phase of state
incentives and industrial policies, these East Asian firms have grown out
of intentional firm-specific strategies that connect locally based actors and
lead firms in global production networks. To couple with lead firms in these
global production networks, actors in these latecomer economies pull to-
gether their resources, learning capacities and strategic efforts to attain
what Schmitz (1999) calls ‘collective efficiency’. As argued by Pietrobelli
and Rabellotti (2011: 1261), ‘[f]or firms in developing countries inclusion in
GVC [global value chains] not only provides new markets for their prod-
ucts, it also plays a growing and crucial role in access to knowledge and
enhanced learning and innovation’. To understand the formation and ra-
tionality behind these ‘externally-induced’ industrial changes, we need to
incorporate a broader global production networks perspective that takes
into account both firm-specific strategies and the external linkages and
joint action of key actors in global networks.


What then are global production networks? How are they organized and
how do they emerge in different industries? A brief reprise is useful here.
Since the 1960s, lead firms from advanced industrialized economies have
increasingly been taking production activity across borders. Through this
process of internationalization, they have become transnational corpora-
tions (TNCs). These TNCs are not autonomous and vertically integrated
organizations; rather, they resemble a form of intra-firm and inter-firm
networks comprising a large assortment of other actors and organiza-
tions (Ghoshal and Bartlett, 1990; Gulati, 2007). As TNCs become much
more global in their scale and scope of operations, their networks are
also concomitantly global in nature, leading to the emergence of global
production networks. Coe et al. (2008: 272, italics in original) argue that
these networks ‘reflect the fundamental structural and relational nature of
how production, distribution and consumption of goods and services are –
indeed always have been – organized. Although they have undoubtedly
become far more complex organizationally, as well as far more extensive
geographically, production networks are a generic form of economic orga-
nization.’ Global production networks thus involve both business firms
and economies in organizationally complex and geographically extensive
ways (Henderson et al., 2002: 445–6).


In this perspective, a global production network is defined as one that is
coordinated and controlled by a globally significant TNC and involves a
vast network of their overseas affiliates, strategic partners, key customers
and non-firm institutions. Unlike most domestic firms in the three East
Asian economies, global lead firms refer to powerful firms that orchestrate
and coordinate complex global production networks in their respective
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industries, which span different territories and regions. These lead firms
are often large TNCs that, in turn, are movers and shapers of the global
economy (Harrison, 1997; Peck and Yeung, 2003; Gereffi, 2005; Dunning
and Lundan, 2008; Dicken, 2011). They are market leaders in terms of
their brand names, technology, products/services and marketing capabil-
ities. Good examples are Hewlett-Packard and Motorola in ICT industries,
Sony and Philips in consumer electronics, Toyota and General Motors in
automobile, The Gap and Nike in clothing and footwear, Citicorp and
HSBC in banking, Hilton and Marriott in hospitality, British Airways and
Singapore Airlines in passenger air travel, Wal-Mart and Carrefour in re-
tailing, and UPS and Exel/DHL in logistics. In the manufacturing sector,
global lead firms often specialize in the upstream activities of research
and development and downstream activities of branding, marketing and
post-sale services. While they continue to engage in high-value manu-
facturing activities, these global lead firms are increasingly compelled to
outsource a large portion of their product categories to strategic partners
and independent manufacturers (e.g., ICT, clothing and garment, toys and
footwear, machinery industries). There is thus a movement of global lead
firms towards market control via product and market definitions, rather
than leadership in manufacturing processes and technologies.


With the rise of global production networks in the late 1980s and beyond,
East Asian firms in global industries are much less determined by domestic
industrial policies, unlike the earlier state-market governance model in the
1960s and the 1970s. How do we put this dynamic change into a sound
conceptual framework premised on the recent development in theorizing
global production networks? This analytical challenge can be met by taking
an evolutionary view of the rise of East Asian firms in a globalizing era.
Three decades of successful policy interventions by the developmental
state have now produced a significant number of leading national firms
from these economies, which can compete on their own feet in the global
economy. Graduating from their earlier dependence on the developmental
state for capital and technologies, these East Asian firms have taken on a
more direct role in steering the development of their respective industries
and sectors, a role previously occupied exclusively by the developmental
state. This evolutionary change in ‘role play’ between leading firms and
the developmental state does not take place naturally or in an institutional
vacuum. More importantly, it is firmly grounded in a process of new
path creation that entails a shift of strategic partnership from state-firm
to firm-firm relations in economic governance. These inter-firm dynamics,
rather than state-firm relations, have come to the forefront of governing the
articulation of these national economies into global production networks.


This process of strategic coupling is defined as a mutually dependent and
constitutive process involving shared interests and cooperation between
two or more groups of actors who otherwise might not act in tandem
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for a common strategic objective. In the context of East Asian develop-
ment, strategic coupling refers to the dynamic processes through which
economic actors in these national economies coordinate, mediate and ar-
bitrage strategic interests with their counterparts in the global economy.
These trans-local and trans-national processes involve both material flows
in transactional terms and non-material flows (e.g., information, intelli-
gence and practices). There are two mutually constitutive dimensions to
this dynamic process of strategic coupling. The first dimension refers to
the disembedding of leading firms from the developmental state over time
in response to the changing selection environment. The second dimension
points to the re-embedding of these firms in global production networks or-
chestrated by lead firms from advanced industrialized economies. These
two dimensions are mirror images of each other – two sides of the same
coin. The growing disembedding of firms from home states necessitates the
re-embedding of these economic actors in another organizational platform
such as global production networks.


Starting with the late 1980s, this disembedding of lead firms from the
developmental state began to take shape in all three East Asian economies.
In South Korea, perhaps the strongest form of the developmental state
among the three economies, leading chaebol groups have embarked on a
massive globalization drive since the early 1990s, partly facilitated by the
financial liberalization implemented by the first civilian government under
the Kim Young-Sam administration. This disembedding was a product of
both willing chaebol groups and the reluctant state, which saw its power
and control waning in the context of democratization and liberalization.
Kalinowski (2008: 449–50) thus observes that:


. . . the large business conglomerates (chaebol) emerged as an inde-
pendent interest group and stopped following the government’s eco-
nomic plans . . . and in the 1990s the chaebol’s interest dominated the
public discourse and government policies . . . [S]tate interventions
in the late 2000s are very different from what they were during the
heyday of the developmental state. State interventions are becom-
ing less and less strategic and more and more reactive, mitigating
the economic and social costs of market-oriented reforms. Thus, the
state is getting bigger, but at the same time weaker. It is less strategic,
and less associated with ‘midwifery’ than with a ‘nursing’ function –
feeding the losers of market reforms and cleaning up the mess when
markets get out of control.


In Taiwan, the developmental state was never as powerful and effec-
tive in governing the market and growing national champions as in South
Korea. This weaker embedding of domestic firms in the Taiwanese state
was already acknowledged by Amsden (1989) and Wade (1990). Recent
evidence by Wu (2005) and Greene (2008) further shows that even this
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‘weaker’ strength of embedding in the earlier work is exaggerated. The
rapid emergence and success of leading firms from Taiwan in the global
ICT industry since the 1990s has, therefore, created a favourable condi-
tion for them to disembed from the developmental state bureaucracy in
search for new strategic partnerships in global production networks. In
his recent analysis of Taiwan’s developmental state under the influence of
globalization, Hsu (2011: 603) notes that:


By and large, engaging in global production and competition aligns
local capitals with the interests of their international partners, and
undermines their embeddedness in domestic state policies. Conse-
quently, it puts a ceiling on the state’s leadership in intervening in
firms’ activities, and forces the state to restructure itself to be better
positioned to handle global connections.


In Singapore, the developmental state had chosen to work with foreign
capital since its inception and, therefore, produced a domestic capitalist
class that was not dependent on, if not alienated by, the state’s prior-
ity. Still, the state deliberately intervened in the domestic economy by
establishing a wide range of state-owned enterprises (SOEs), certainly
much more so than in South Korea and Taiwan, which have since come
to the forefront of global competition today (e.g., Singapore Airlines, Kep-
pel Corp. and Sembcorp Industries). But even this strong state had to
reduce its stake in the corporate sector in order to enable these SOEs
to thrive in global competition (Yeung, 2005, 2011). Starting in the early
1990s, the developmental state embarked on a difficult process of corpo-
ratizing and privatizing major SOEs, which symbolized the first wave of
disembedding national firms from the state. The difficulty though rested
with the lack of local private entrepreneurs and capitalists who were able
to take over these gigantic SOEs. This was also the time when Singapore
underwent what Rodan (1989) terms its ‘Second Industrial Revolution’ in
order to upgrade its domestic industries and economic competitiveness
through carefully managed wage increase and flexible labour policies.


By the late 1980s, the developmental state in all three East Asian
economies had almost completed its task of deliberately governing the
market in order to promote industrial transformation. This very success
in latecomer industrialization has produced an unintended effect of their
leading domestic firms increasingly seeking to disembed themselves from
the (neo-)developmental state at home and to re-embed in emerging global
production networks in search of new sources of capital, technologies, mar-
ket and capabilities. This re-embedding process requires national firms to
venture beyond their domestic economies and to participate directly in
the competitive dynamics of global production networks through which
global lead firms adopt organizational and technological innovations to
fix their competitive problems. These fixes, in turn, create a new form of
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industrial organization that provides a window of opportunity for East
Asian firms to integrate into global production networks. Since the early
1990s, global lead firms in different global production networks and sec-
tors have moved towards a business model of increasing specialization
in value-chain activities. This trend has been much further accelerated
since the late 1990s, particularly in the electronics, automobile, and ap-
parel sectors (Gereffi et al., 2005; Dicken, 2011; Sturgeon and Kawagami,
2011; Staritz et al., 2011). What this value-chain specialization entails is a
more strategically focused role played by global lead firms in the upstream
(research and development) and downstream (marketing, distribution and
post-sale services) segments of the value chain, leaving much of the man-
ufacturing portion of the value chain to its international strategic partners
and supply-chain managers in these East Asian economies. This ‘organi-
zational fix’ in global production networks refers to the strategies through
which global lead firms reorganize and reconfigure their value activities in
order to extract greater value from specialization in core competencies and
to increase the market competitiveness of their products manufactured by
strategic partners. In certain industries, this organizational fix may entail
spatial relocation of productive facilities. In other instances, the fix can
come from international outsourcing to manufacturing partners from de-
veloping economies who are more attuned to local cost structures and
changing policy conditions. As observed by Saxenian (2002: 184–5), ‘The
deepening social division of labor in the industry creates opportunities
for innovation in formerly peripheral regions – opportunities that did not
exist in an era of highly integrated producers [before the 1980s].’


The rise of vertical specialization by brand-name firms and/or original
equipment manufacturing in many industries is linked to the vertical dis-
integration of value-chain activity within individual lead firms and the
subsequent vertical reintegration of this activity in geographically dis-
persed locations (see Dunning and Lundan, 2008). By the late 1990s, the
world of the electronics industry experienced another ‘revolution’ with
the emergence of contracting manufacturing as the key platform to achieve
cost efficiency through economies of scale and supply-chain management
(Sturgeon, 2002, 2003). In this mode of industrial organization, lead firms
in global production networks engage large globalized contract manu-
facturers as their strategic partners to take care of their manufacturing
activities, while they specialize in the higher return premium product
markets and higher value-added activities such as research and develop-
ment, production development, marketing and, sometimes, distribution.
Most of the world’s leading brand-name computer companies outsource
a large proportion of their notebook and desktop computers, peripherals
and accessories to contract manufacturers in East Asia. This reorganiza-
tion of global production networks continues to benefit East Asian firms
that are well integrated into the production networks of large contract
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manufacturers and system integrators. Meanwhile, electronics manufac-
turers in East Asia are quick to capitalize on their established market posi-
tions and production know-how to emerge as manufacturing partners in
the global electronics industry (Yeung, 2007; Ernst, 2009).


The case of Taiwan’s Hon Hai Precision is particularly instructive here.8


Founded by Terry Gou in 1974 as a family-owned company making plastic
parts such as channel-changing knobs for black-and-white television sets,
Hon Hai did not experience exponential growth until the late 1990s. It
has grown very rapidly only in the 2000s and has subsequently become
Taiwan’s largest industrial firm and the world’s largest provider of elec-
tronics manufacturing services (EMS). During its heyday in the mid-1970s
and the 1980s, Taiwan’s developmental state was promoting only selective
segments of the ICT industry such as semiconductors (and, later, TFT-LCD
panels). Hon Hai was thus not a direct recipient of state support. Its success
cannot be attributed to the state’s industrial policy. Instead, its emergence
should be accounted for by its strategic coupling with global lead firms
in the electronics industry. As a true latecomer in global competition, Hon
Hai has benefited from the increasing demand for strategic partners and
supply-chain management from global lead firms that are mostly based
in advanced industrialized economies in North America, Western Europe
and Japan. It has relentlessly pursued firm-specific competitive strategies
that give rise to its greater ‘capability to cost’ ratios developed on the ba-
sis of world-class production capabilities and competitive cost advantages
(Hobday, 1995; Yeung, 2007). There is thus a strategic coupling between
global lead firms’ greater demand for manufacturing partners in East Asia
and the growing capability of Hon Hai to fulfil this demand.


During much of its formative years in the 1980s, Hon Hai was a large
diversified electronics parts manufacturer, specializing in a range of con-
nectors and cable assemblies for desktop and notebook PCs and PC pe-
ripherals. As recently as in 1996, Hon Hai’s revenue was only half a billion
in US dollars. Measured in annual revenue, it was smaller than top origi-
nal design manufacturing (ODM) firms such as Quanta and Compal until
after 2000.9 But by 2010, Hon Hai had achieved US$100 billion in sales for
the first time and its compound annual growth rate since 1996 has been
a whopping 46 per cent. How then did Hon Hai grow from an unknown
component maker in the 1980s to become a US$100 billion company with
more than a million employees in 2010? The key lies in its adoption of
the EMS model of strategic partnership with global lead firms such as
Apple, Dell, Hewlett-Packard, Intel, Motorola, Nokia, Sony and Toshiba.
Its competitive advantages are predicated on its ability to combine dis-
cretion with a solid record of quality control and competitive pricing.
Established in China’s southern city of Shenzhen in 1988, its Foxconn City
is well known for guarding the identities of Hon Hai’s key customers and
strategic partners. And yet its optimal production operation and in-house
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manufacturing of many parts for its EMS products have significantly
reduced its per unit cost.


Of all these strategic partnerships with global lead firms, Hon Hai’s
EMS work for Apple Inc. is the most significant. Through its China-based
company, Foxconn International, established in 2000, Hon Hai has been
serving as Apple’s EMS provider for the exclusive production of iPhones
(since its launch in 2007) and iPads (since its launch in March 2010) and one
of the few manufacturers of Apple’s iPods (since its launch in November
2001). Hon Hai’s competitive strength in EMS is phenomenal and highly
critical to Apple’s success since launching its iPhones. When the late Steve
Jobs announced the first iPhone on 9 January 2007, the time-to-market was
about six months.10 The first shipment of iPhones came on 29 June 2007.
Five years later, the time-to-market of new iPhones was reduced to less
than two weeks. The new iPhone 5 was announced on 12 September 2012.
Nine days later, on 21 September, it was available in the US, Australia,
Canada, France, Germany, Hong Kong, Japan, Singapore and the UK.11


This very quick time-to-market is a key competitive strength of Apple and
accentuates the great success of many of its cool products. Its rivals in
smartphones, such as Samsung, Nokia and Motorola, often take one to
several months to deliver their newly launched handsets. In the quarter
ending in June 2012, the iPhone was synonymous with Apple’s success
when it accounted for 58 per cent of Apple’s US$39.2 billion revenue from
all products.12 As the exclusive manufacturer of more than 250 million
units of the iPhone since its launch, Hon Hai’s EMS capability has become
a critical part of Apple’s success. While Hon Hai’s profit margin from
such EMS provisions may appear to be small relative to the profitability
of brand-name lead firms such as Apple,13 its EMS capabilities in speedy
ramping up of production volume, high quality control and competitive
pricing should not be underestimated because they play a critical role in
the competitive success of Hon Hai’s strategic partners.


Unlike many other high-tech firms from Taiwan, Hon Hai’s story is per-
haps quite unique. Its founder, Terry Gou, is not a transnational techno-
preneur who has spent time working in world-class high-tech companies.
His company is not a ‘national champion’ on the state’s list for favourable
incentives and promotion policies. The timing of Hon Hai’s rise to global
leadership in EMS is also peculiar because it grew rapidly during the
2000s, when the state’s developmental efficacy was in decline and its in-
dustrial policy was less effective. In short, Hon Hai’s emergence as Tai-
wan’s largest industrial firm owes to neither state-led industrialization
efforts nor indigenous industrial capabilities derived from the ‘brain cir-
culation’ of transnational technologists and elites. Its success as the world’s
leading EMS provider is explained by the changing industrial dynamics of
global production networks, which offers a critical window of opportunity
for it to serve as a strategic manufacturing partner of global lead firms.
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As its economies of scale and scope have increased since the 2000s, Hon
Hai’s EMS model of industrial production has outdone its North American
rivals such as Flextronics, Jabil Circuit, Celestica and Sanmina-SCI. Dur-
ing this period, Hon Hai has developed strong manufacturing capabilities
through continuous innovations. It was the most profitable among all top
10 EMS providers throughout the 2000s. In Sturgeon’s (2002: 460) original
study, all of the world’s top five EMS providers in 1995 were based in
North America. By 2010, three leading firms from Taiwan (Hon Hai and
Foxconn) and Singapore (Venture Corp.) had emerged amongst the top
seven EMS providers. Throughout the 2000s, they were also much more
profitable than the four US-origin EMS giants in Sturgeon’s (2002) study
– Flextronics, Solectron, Celestica and Sanmina-SCI. These four Ameri-
can EMS providers suffered from record losses when the three East Asian
EMS providers grew their revenues and market share. In 2010, Taiwan’s
Hon Hai alone had revenue in excess of US$100 billion and eclipsed the
combined total of all other EMS providers in the top 10.


CONCLUSION


The dynamic interaction between domestic political economies and global
economic change has been one of the core analytical foci in international
political economy. In this paper, I have revisited the developmental state
approach to the understanding of industrial transformation in three East
Asian economies. I have argued that the existing studies of the develop-
mental state in these economies have not paid sufficient attention to the
changing state role in a globalizing era. As a contribution to the growing
literature on the international political economy of development, the pa-
per has offered a dynamic conception of state-firm relations that takes into
account the changing context of economic development in the global econ-
omy and the rise of new forms of economic organization and governance
beyond the developmental state-firm nexus. In particular, it has demon-
strated the usefulness of an evolutionary perspective on state-firm relations
that casts new light on economic governance. Instead of placing national
firms as the passive outcome of the developmental state governing the
domestic market in its quest for rapid industrialization, I have explained
how changing selection environments since the late 1980s have reduced the
state’s embedded autonomy in governing the market and reconfigured this
economic governance through inter-firm dynamics in global production
networks. In this process of changing economic governance, East Asian
firms, such as the case study firm, Hon Hai, have gradually disembedded
from their domestic state governance and re-embedded into global pro-
duction networks. Through the strategic coupling of national firms with
lead firms in global production networks, these East Asian economies can
possibly charter a new pathway of development in this era of globalization.
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This conceptual paper, however, has not fully addressed several critical
issues that call for more future theoretical and empirical research. First,
the dynamic role of the state in governing economic development has not
been adequately dealt with in this paper because of its analytical focus
on new inter-firm dynamics in global production networks. Implicitly, the
paper does point to the changing role of the state in domestic economic
governance. As more domestic firms in these East Asian economies be-
come articulated into diverse global industries through such inter-firm
dynamics, the state’s ‘husbandry’ role in such mature industries as ICT
and semiconductors will necessarily be reduced. In the wake of domestic
firms becoming world-class leaders in these industries, particularly those
from South Korea (Samsung, LG and SK Hynix) and Taiwan (Hon Hai,
Acer, Quanta and Compal), the state and its economic planning bureau-
cracy can no longer shoulder a leadership role in steering further do-
mestic development and transformation in such global industries. These
world-class domestic firms have all the necessary capital, technology and
human resources to advance further their market positions in different
global production networks. In doing so, these leading East Asian firms
become the primary actor in both the domestic and global arenas of such
industries.


Even in these mature global industries, however, the dominance of large
domestic firms does not mean the state’s role should be reduced to a mere
regulator or ‘nursing’ the losers from market failures. As argued strongly
by Mazzucato (2011: 91), the state’s role should be about fixing ‘network
failures’ and ‘opportunity failures’ that might otherwise occur due to the
lack of collective action or long-term horizons among private sector actors.
In the three East Asian economies, it makes no sense for us to expect the
state to wither away in a globalizing world. But the emergence of large do-
mestic firms and their embedded global production networks does entail
a shift in the state’s focus away from industrial policies targeting spe-
cific ‘winners’, as widely practised during the 1960s–1980s period, to one
that catalyses public and private interests in ways that promote new tech-
nologies, market development and, ultimately, economic development.
This reorientation in industrial policy and state involvement towards a
‘catalyst’ role is particularly important in new high-tech and high-risk in-
dustries such as biotechnology and green technologies, where uncertainty
is high and private interests remain fairly lukewarm and short-term. In
this regard, Wong’s (2011) recent study of ‘wrong bets’ by East Asian
developmental states in biotechnology is particularly telling because it
demonstrates the failure of the developmental state’s application of its risk
mitigation strategy, as practised successfully in the earlier phase of state-
led industrialization in electronics and automobiles, to this new and un-
certain industry where the state should be actively involved in managing
this uncertainty in collaboration with private and international interests.
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Second, as the three East Asian states are ‘trending to the normal’ (Wong,
2011: 186) and shedding some of their distinctiveness in state-led capitalist
development (Bello, 2009; Yeung, 2009b), other latecomers are curiously
more interested in adopting this model of state-led industrialization, such
as China (Nee and Opper, 2007) and South Africa (Edigheji, 2010). While
a large domestic market in China presents an opportunity for the so-
cialist state to implement some of the policy instruments of the classic
developmental state, many recent studies have pointed to the tremendous
challenges to such a form of state-led development. For one, the preda-
tory state behaviour and intrastate organizational dynamics in China, de-
scribed by Pei (2006) as a ‘development autocracy’, represent an antithesis
to Evans’ (1995) structural precondition of embedded autonomy. For an-
other, scholars have found the Chinese state ‘dysfunctional’ (Breslin, 1996),
‘polymorphous’ (Howell, 2006) or even ‘regulatory’ (Hsueh, 2011). In fact,
China’s developmental model has been less directed by central state plan-
ning since the mid-1990s because of the emergence of local corporatism.
Described by Naughton (1995) as ‘growing out of the plan’, these locally
and regionally specific pathways to economic development can hardly
be compared to the national state-led industrial transformation in South
Korea, Taiwan and Singapore. To Breznitz and Murphree (2011: 5), this
local corporatism in China resembles what they term the ‘run of the Red
Queen’: ‘Unlike those countries where governments had specific policies
with clearly defined goals and the pathways to get there, China developed
its Red Queen run by accident, partly as a result of local experimenta-
tion, and the outcome looks quite different from the declared goals of the
central government.’ Given these various structural constraints within the
Chinese socialist state and the deep integration of the Chinese firms and
industries in global production networks, it is indeed quite hard to imagine
an internally cohesive and bureaucratically rational developmental state
emerging from this socialist transitional economy.


Last but not least, this paper has not considered the weaknesses of strate-
gic coupling in global production networks as a development strategy. Just
like the earlier studies of the dark sides of the East Asian developmental
state (Bello and Rosenfeld, 1990; Hart-Landsberg, 1993), the trend towards
tighter integration of domestic industries and political economies into
global capitalist dynamics described in this paper does point to possibili-
ties of structural lock-ins at the industrial level and divided loyalties among
leading domestic firms.14 As Chu (2009) has illustrated, Taiwan’s strategy
of embedding its ICT firms in global production networks has worked
very well in terms of the rapid growth of various ICT sectors such as com-
puters and semiconductors. But such a strategic partnership with global
lead firms also leads to the structural lock-in of these Taiwanese ICT firms
in the lower-value segments of the global value chain. With the exception
of Acer, ASUS and HTC, few of these ICT firms have managed to evolve
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from ODM and EMS providers to become original brand manufacturers
(OBMs). Compared to South Korea’s techno-nationalist approach to build-
ing such giant national champions as Samsung and LG, she argues that
Taiwan’s strategy has not gone beyond ‘second movers’, which are always
treading behind first movers or OBMs in computers (Hewlett-Packard,
Apple and Dell) and semiconductors (Intel and Qualcomm). While Chu’s
argument contains some validity in terms of her comparison of ICT firms
from South Korea and Taiwan, she has underestimated the importance of
different pathways to industrial leadership and economic development.
The domination of Samsung, LG and Hyundai in the South Korean econ-
omy has become a major political issue in the 2010s. The lack of success
in reining in these chaebol groups in the earlier era of the developmen-
tal state in the 1980s and through to the mid-1990s means that their much
greater concentration and dominance in the 2010s dwarfs any serious state-
led effort in restructuring domestic industrial organization and economic
governance. Even in Thurbon’s (2012) study, she has shown that the chaebol
were unwilling to follow the state’s ‘requests’ to invest in service robotics
that was designated as a strategic industry in 2003. Wong’s (2011) study
also demonstrates that the state’s industrial policy in biotech cannot be im-
plemented without the explicit consent and participation of these leading
chaebol groups.


In addition, as more East Asian firms have become strategically coupled
with lead firms in global production networks, their firm-specific interests
may not be entirely consistent with the goals of national development.
Their strategic positions in global production networks may compel these
national firms to act in the interest of their lead firm customers and/or
global market imperatives. Taiwan’s Hon Hai, for example, is deeply em-
broiled in mainland China’s electronics industry because of its large em-
ployment of cheap migrant workers in its mammoth plants and its role as
one of the largest manufacturers and exporters from China. Its strategic
posture is often based on its China consideration, rather than its home
economy in Taiwan. The same issue of divided loyalties also applies to
other high-tech ICT firms from Taiwan and South Korea. Most of them
have developed state-of-the-art facilities in mainland China. Greater inte-
gration into such global production networks may indeed lead to industrial
hollowing out in Taiwan and, to a certain extent, South Korea.


In a globalizing era, where economic activity is increasingly organized
on the basis of global production networks spanning different countries
and regions, it is beyond the capacity and control of any state, develop-
mental or otherwise, to govern the market without taking into account
inter-firm dynamics that articulate domestic firms into these networks.
Economic governance of industrial transformation is no longer just about
catching-up strategies premised on state-led industrial policy in nurturing
specific industries and picking national champions. In this evolutionary
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and dynamic context of economic development, the state’s role has to
go well beyond ‘getting prices wrong’ in the domestic market and must
embrace new challenges of governing industrial upgrading and transfor-
mations through strategic coupling of national firms in such inter-firm
dynamics of global production networks. This repositioning of the state
role in a globalizing era entails a better understanding of not just changing
state capacities and policies, but also the evolving capacities and strategies
of national firms emanating from these economies.
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NOTES


1 Company-specific data are from the Bloomberg Businessweek online database:
<http://investing.businessweek.com> (accessed 7 July 2012).


2 Some recent examples are Lim (2010), Thurbon (2012) and Kim (2012) on South
Korea, Hu (2012) on Taiwan, and Pereira (2008) on Singapore.


3 Some receptions to this statist approach are O’Riain (2004) and Breznitz (2007).
But even in these studies, the emergence of national firms in global production
networks tends to be explained by the political choice of the developmental
network state.


4 There are two relatively recent and parallel schools in the field of interna-
tional political economy: the global value-chain approach (Gereffi, 1994, 1999;
Schmitz, 2004; Gereffi et al., 2005; Bair, 2009; Pietrobelli and Rabellotti, 2011)
and the global production networks perspective (Dicken et al., 2001; Ernst
and Kim, 2002; Henderson et al., 2002; Coe et al., 2004, 2008; Hess and Yeung,
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2006; Yeung, 2009a, 2013). See Parrilli et al. (2013) for an integration of these
two strands of the literature. For some recent empirical studies in the context
of East Asian developmental states, see Bowen and Leinbach (2006), Bowen
(2007), Yeung (2007, 2010) and the papers in this special issue of RIPE (e.g.,
Gereffi, 2013).


5 My argument for inter-firm dynamics in governing the market does not re-
duce the state’s role to a passive actor in the domestic economy or point to
the complete dismantling of the developmental state. Instead, it places the
state squarely in the evolutionary dynamics of global competition in which
the active role of the state becomes less necessary and effective in industries
where domestic firms have ‘grown up’ and succeeded in their participation
in global production networks. Couched in these terms, the state continues
to function actively in certain areas such as promoting new industries (e.g.,
biomedical and environmental technologies sectors) and steering the restruc-
turing of the domestic economy (e.g., the 2008 global financial crisis). But as
Wong (2011) has demonstrated clearly in his comparative study of state-led
initiatives in biotechnology in all three East Asian economies, the inherent
technological, economic and long-term uncertainty in such new industries as
biotechnology has obliterated the viability of the state-led model in an era of
science-based industries.


6 For a critical view of the developmental state in relation to the 2008 global fi-
nancial crisis and the rise of the state in economic governance, see Block (2008)
and Radice (2008). Block (2008) offers an important argument that the devel-
opmental state in the US is much hidden behind Congress’ ‘competitiveness
policy’ since the 1980s (cf. Krugman, Tyson, Reich). Drawing upon O’Riain
(2004), he distinguishes between the ‘developmental network state’, such as
the US, and the ‘developmental bureaucratic state’, such as Japan.


7 This tendency towards presenting national firms as pawns of the develop-
mental state is common in the early literature. See examples of Hyundai
Heavy Industries and POSCO in Amsden (1989). Writing in the late 1980s,
Woo (1991: 15) reflects that ‘Daewoo did not even appear until the late 1960s.
The others [Hyundai and Samsung] did not grow into anything big until the
1970s; thus, the conglomerates are a very recent phenomenon.’


8 Despite repeated attempts during the entire period of this research, I was
unable to secure an interview with Hon Hai, a company well known for its
secrecy and avoidance of publicity. The Wall Street Journal carried a report on
Hon Hai’s founder, Terry Gou, on 11 August 2007, entitled ‘The Forbidden
City of Terry Gou’. The reporter, Jason Dean, was the first from Western media
to conduct an interview with Gou since 2002 and the interview was granted
after more than five years of requests by the WSJ. The spate of worker suicides
between 2009 and 2012 has made Hon Hai even more wary of the media and
academic researchers. The following case study is thus based on secondary
materials (e.g., the WSJ article in 2007), company reports and its corporate
websites.


9 This size difference explains why Hon Hai was not really featured in Amsden
and Chu’s (2003) study of the industrial upgrading of leading Taiwanese firms.


10 ‘Apple Reinvents the Phone with iPhone’, 9 January 2007, Apple’s press rel-
ease, <http://www.apple.com/pr/library/2007/01/09Apple-Reinvents-the-
Phone-with-iPhone.html> (accessed 7 November 2012).


11 ‘Apple Introduces iPhone 5’, 12 September 2012, Apple’s press release,
<http://www.apple.com/pr/library/2012/09/12Apple-Introduces-iPhone-
5.html> (accessed 13 November 2012).
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12 ‘Apple Reports Third Quarter Results’, 24 July 2012, Apple’s press release,
<http://www.apple.com/pr/library/2012/09/12Apple-Introduces-iPhone-
5.html> (accessed 13 November 2012).


13 For detailed studies of such value-chain distribution of profits, see Dedrick
et al. (2010) and OECD (2011). In the case of Hon Hai, while its profit margins
decreased sharply from 17 per cent in 1997 to 6 per cent in 2007 and 3 per
cent in 2011, the decrease in its return on shareholders’ funds was less drastic,
from 35 per cent in 1997 to 29 per cent in 2007 and 17.7 per cent in 2011. In
comparison, Apple’s profit margins increased dramatically from -15 per cent
in 1997 to 20 per cent in 2007 and 32 per cent in 2011, and its return on share-
holders’ funds grew from −87 per cent in 1997 to 34 per cent in 2007 and 45
per cent in 2011 (all data from OSIRIS online database, http://www.bvdinfo.
com/Products/Company-Information/International/OSIRIS.aspx accessed
12 November 2012).


14 An alternative approach to this critical understanding of strategic coupling
is Bair and Werner’s (2011: 992) ‘disarticulations perspective’ of global value
chains, where they show how disarticulations lend ‘dispossession its concrete
geographical and social form, reworking the uneven geographies of capital-
ism’. See also MacKinnon’s (2011) evolutionary analysis of strategic coupling
and decoupling processes.
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